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THE YEAR OF INDECISION 
A S our present year draws toaclose, we’re glad to see itgo. It’s beena 





crazy year with almost everything turned upside down. It’s been filled with 
complacency and indecision and righteous fumbling, and our awakening has 
been slow and painful. 


Possibly the brightest spot in 1950 has been the astonishing pace of the nation’s 
prosperity. Unquestionably, prosperity’s bright glow has led to much of the nation’s 
smugness and complacency, and the fear of dimming this glow has led to most of the 
indecision. That this glow will be dimmed now seems assured. Slowly, somewhat 
like a balky mule, the nation has been pulled, tugged, kicked and prodded down the 
road toward a war economy. We have traveled the smooth part of that road. From 
now on the speed will pick up and the road will become rougher. As this happens, 
many of the accessories of our high living standard will be shaken loose and will 
fall by the wayside, but we have apparently reached the stage where we are willing 
to trade some of our opulence for national self-respect and national security. 


On pages 585 through 592 we show business fluctuations in 90 cities as indi- 
cated by check transactions. In studying these charts it must be remembered 
that each one is based on its own normal line. In other words, each city is com- 
pared with its own past performance. For this reason, one city cannot be com- 
pared with another. Its present level can only be compared with its past per- 
formances. These charts have been corrected for changes in population and chang- 
es in the value of the dollar. One weakness of bank debits is that in New York City 
and other financial centers they are subject to “aculteration ” by the inclusionof 
financial transactions. Another weakness in debits as a business index is the fact 
that they show payment for products in process as well as payment for the final 
product. In other words, they reflect payment for the same goods at different 
stages of production and distribution. On the whole, however, they correspond 
rather closely to changes in production and trade. 


None of us will be particularly surprised to see that the national average chart 
on page 585 has risen to unprecedented heights. At the present time it seems cer- 
tain that this will be the highest peacetime level for some years to come. 


It seems to us that most people view the passing of 1950 with a feeling of relief. 
They know that our country’s behavior will change and that business conditions will 
change. They hope and have good reason to expect that the behavior change will be 
for the better, and they expect, also with sound reason, that business conditions 
will not change too much for the worse. iain 





























STOP INFLATION -AT ITS SOURCE 


HE problems facing our country are so complex that they obviously cannot 
be thoroughly discussed in a single page. Speaking generally, they can be 
classified as military problems and economic problems, and their difficul- 
ty springs mainly from the fact that they must be solved simultaneously. To solve 


them will certainly require more economic sophistication and political courage 
than ha ir been exhibited. 


The military problems are apparent to anyone who has access to a global map and 
the daily news. The economic problems, being of a more subtle nature, require 
a little deeper thought. Consequently, they are not understood (or are entirely 


misunderstood) by the general public, a good portion of the daily press, and by 
most of the present Administration. 


have confidence that somehow our military problems will be solved, but we 

yuite concerned over the manner in which our economic problems are being 

approached. There is not much disagreement as to what constitutes the chief 

threat to our economy. Most of us realize that continued inflation will eventually 

wreck the country. The disagreement concerning this threat lies in defining and 

analyzing how much we have had, how much we are liable to get, and in selecting 
the steps necessary to stop it. 


ir opinion, the imposition of direct wage and price controls at this time 

ibe unwise. Price controls did not work well during the postwar period, and 

little reason to believe they will work now. As has been pointed out before, 

y treat the symptoms rather than the causes of inflation. Furthermore, we 

» inkling as to the duration of these proposed controls. All-out price and 

ntrols are necessary only in the event of full rnobilization, and full mobiliza- 
logical step only to full war. 


the twilight stage between half-a-war and all-out war we should not be pan- 
hasty decisions that involve fundamental changes in our economy. Our 
bjective should be more men, higher war production, increased taxes and less 
non-defense spending. These are the objectives toward which we should move, 
ead we find ourselves floundering around in interminable discussions as to 
h expansion industry must do (or the government will do it for them), whether 
ot have an excess profits tax, and whether to have wage AND price con- 
is Mr. Reuther advises) price controls only. 





no one who knows whether or not industry must expand, and we will 
w until the government places its orders for war material. Once these 
ire placed, industry itself will know what expansion must be done, but to 


ly of additional plant capacity before knowing what orders will be placed 
the cart before the horse 


resorting to price controls, the government should exhaust all other 

reducing inflationary pressures. If the remainder of the country is to 

mn an austerity diet, the government should accept the same fare. It can 

ermit itself the luxury of dispensing largess to anyone capable of holding 
(cont. on page 593) 
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STOP INFLATION — AT ITS SOURCE 
(cont. from page 584 

out ahand. Nonessential government spending will have to stop (and a parsi- 
monious view taken in defining “nonessential ”). Taxes should cover as much war 
expenditure as possible and all forms of credit should be rigidly policed. Price 
controls may eventually be necessary, but to turn to them now, before making a 
sincere and courageous effort to reduce the cause of their necessity, is simply 
giving up before the fight begins. 


OFFICE BUILDINGS OUTLOOK STABLE 


OR the most part, office buildings have been relatively free of the various 
} controls that have closed around first one andthen another segment of the real 

estate industry. Except in New York there have been practically no govern- 
ment controls over their rents. Neither have there been any controls placed on 
financing their sale or construction. 


During the last ten years most of them have rocked along, comfortably filled 
and free of troubles. This fortunate situation, it now seems, will continue for 
some time to come. 


This is not to say that the owners and managers of office buildings have not had 
their problems, nor that these problems will cease. Like all management, they 
have been plagued by rising costs and the press of competition. However, their ris- 
ing costs have been largely offset by increased business and their competition, with 
some exceptions, has not been particularly formidable. Most notable exception 
to this general lack of competition is found in New York City, where office buildings 


have been going up at such a pace that Lee Thompson Smith has warned of over- 
building. 


The available figures indicate that, even in New York, vacancy will not be a 
pressing problem unless overbuilding actually takes place. In a survey of some 360 
New York office buildings (comprising 60, 596, 126 square feet) the National Associa- 
tion of Building Owners and Managers reported a vacancy of only 1.72%. This was 
a decline from the 2.00% vacancy level last May. Incidentally, both of these figures 
were below the national average. 


The reason for the lack of office building construction has been thoroughly dis- 
cussed before. It costs too much to build them. In our August issue of the Real 
Estate Analyst we reiterated this point. Murray E. Randell has worked out some 
interesting figures in his article, “Minimum Return Requirements of an Office 
Building ” (SKYSCRAPER MANAGEMENT, November 1950). He estimates that a 
25-year-old hypothetical building of 133, 333 square feet of rentable area, if unen- 
cumbered, would require a rental of $4.83 per square foot to return 12. 5% on its 
cost. A new building to the same general specifications would have to rent for 
$7.27 per square foot in order to pay a return of 12. 7% on its cost. If both build- 
ings carried a 60% first mortgage at 4% with a 2% sinking fund, a rent schedule on the 

id building of $3.96 per square foot would return 8.36% on its cost, while the new 
building would have to carry a schedule of $5. 26 to return 8. 6%. 
(cont. on page 598) 
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OFFICE BUILDINGS OUTLOOK STABLE 
(cont. from page 593) 
On pages 594 through 597 we show the trend of office building vacancy in 56 
U. S. and Canadian cities. The average vacancy dropped from 2.59% to 2. 56% 


from May 1950 to October 1950. This is the first decline in the vacancy rate in over 
two years. 








There are a number of these cities where office building vacancy has been 
climbing steadily for the last year anda half. In most cases the vacancy per- 
centage is still below the average of 2. 56 and the increases are really insignificant. 
For example, Houston had a microscopic vacancy level of .04% in May 1949, and 
by October 1950 this figure had grown to .68%. From a realistic point of view 
one might say that there is still no vacant space in Houston. 


There are several cities, however, where office building vacancy has climbed 
steadily to above the national average during the past 18 months. These cities are: 
Cleveland, from 1. 74% to 2.94%; Detroit, from 2.73% to 4.60%; Fresno, from 
1.75% to 6. 36%; Los Angeles, from 2. 46% to 3.95%; Meraphis, from 1. 0% to 5. 02%; 
Oakland, from 1% to 3. 3%; and San Francisco, from 1.57% to 2.76%. It will be 
noticed that the five cities with the highest vacancy percentage are: Fresno, 6. 36%; 
Boston, 5.21%; Duluth, 5.05%; Philadelphia, 5.04%; and Memphis, 5.02%. 


For the past several years the amount of privately-owned office space occu- 
pied by the Federal government has been contracting. Undoubtedly, this trend will 
be reversed in the next few months as the government expands its activities in 
directing the war effort. 
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